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SUBJECT: Research Expenses Credit/Increase to 13% of Excess Expenses/ M ni num Base
Not Less Than 35%

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
X introduced _ December 7, 1998

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO _Support .

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED _December 7, 1998, STILL APPLIES.
X OTHER - See comments below.

x

SUMVARY OF BILL

Under the Personal Incone Tax Law and the Bank and Corporation Tax Law, this bill
woul d increase the state credit for "qualified research expenses"” from11%to 13%
and woul d decrease the mnimumthreshold for the taxpayer’s base anmpunt in

computi ng the research expenses credit fromnot | ess than 50%to not |ess than
35% of the taxpayer’s current year qualified research expenditures.

SUMVARY OF AMENDMENT

The April 29, 1999, anendnents corrected a typographical error by changing 13%
to 35%

The April 21, 1999, anendnents accepted the technical anendnents proposed in the
department’s analysis of the bill as introduced Decenber 7, 1998. 1In addition,
the anendnents did the foll ow ng:

1. Reduced the size of the increase in the qualified research expenses credit from
15%to 13%

2. Changed the decrease in the mni mum base requirenent from 20%to 35%

3. Added a change that woul d decrease the state credit for basic research
conducted by universities from24%to 20%

4. Added a requirenment for the Legislative Research Bureau to report to the
Legi sl ature on the econom c inpact of the research credit by January 31, 2000.

Except for the above discussion, the technical considerations, the revenue
estimate and Board position, the departnent’s analysis of the bill as introduced
Decenber 7, 1998, still applies.
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TAX REVENUE ESTI MATE

The revenue inpact of this bill is estimated to be revenue | osses as shown bel ow

Revenue | npact of AB 68
Ef fective for years beginning on or after 1/1/99
Assunmed enactnent after 6/30/99
Losses in $ MIIlions
1999/ 00 2000/ 01 2001/ 02 2002/ 03
-$15 - $25 - $25 - $30

This estimate does not account for changes in enploynment, personal income, or
gross state product that could result fromthis measure.

REVENUE ESTI MATE DI SCUSSI ON

This revenue estimate differs fromthe previous estimate to refl ect changes that
the April 21 amendnments nmade to the percentages for the qualified research
expenses credit, the mnimum base requirenent, and the basic research credit.
The revenue estimte decreased froma |loss of $30 mllion to $15 mllion in
1999/ 00, and from $50 mllion to $25 mllion in 2000/01 and 2001/ 02.

The revenue inpact of this bill is estimated in the follow ng manner. The
research credits generated under current and proposed | aw were sinul ated for each
corporation for the 1992 tax year based on a sanple of 50 corporations with |arge
research and devel opnent expenses. The sinulation took into account the

t axpayers’ incone, historical research expenditures, and detailed tax and
financial data. The results were weighted statistically to the popul ation | evel
The revenue | osses were estimated as the differences between the taxes under the
current and proposed |aw. The revenue | osses for 1992 were extrapol ated to the
1999/00 and | ater fiscal years using projected growmh rates of business profit
provi ded by the Departnent of Finance.

BOARD PCSI TI ON

Support.

At its March 23, 1999, neeting the Franchi se Tax Board voted 2-0 to support this
bill as introduced Decenmber 7, 1998. The Board has not had an opportunity to
review the April anendnents.



